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KEY ECONOMIC INDICATORS 


All values in millions of Exchange rate as of April 30, 1979 
USS unless otherwise stated US $1 = Quetzal 1.00 


1/ % Change Projection 
1976 1977 1978 77/78 1979 


Production, Investment 
GDP at Constant 1958 Prices 25927 2,737 2,879 ; 2,994 
GDP at Current Prices 4,392 53593 6,237 : 75410 


Per Capita GDP, Cur. Prices'($)*’ 702 869 942 : 1,043 
Fixed Cap. Investment, Cur. Prices 900 1,063 1,207 


abot Forces’ $06.6 617.5 673: 


Money, Prices and Public Finance 
Money Supply (year-end M-1) 516.7 600. 657.4 


Domestic Interest Retest! iO £5 Mi 
Price Indexes (year-end) 
Consumer (1975=100) 118.9 A279; 
Wholesale (1950=100) 221.3 234. 
Central Gov't. Current Receipts 406.9 591. 
Central Gov't. Expenditures 612.1 687. 
Public Debt (year-end) 653,2 786. 
Domestic 458.1 559. 
External 195.1 227. 


Debt Service Payment 52! 10.5 16:2 
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Balance of Payments and Trade 
Balance of Payments 


Current Account -86.2 -58. 
Capital Account 319.3 227. 
Net Int'l. Reserves (year-end) 506.9 659. 
Total Imports, cif 976 27 
From Common Market 174 231 
From Rest of World 802 996 
From US 349 406 
Total Exports, fob 770 1,197 
To Common Market 201 230 
To Rest of World 569 967 
To US 269 406 
Main Exports, fob 
Coffee 239 542 
Cotton 87 159 
Sugar aa 84 
Main Imports, cif 
Machinery, Trans. Equip. 307 374 
Manufactured Articles 296 368 
Chemical Products 162 231 
Petroleum, Lubricants 7 139 
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1/ 


— Preliminary estimates 
2/Using June 30 population statistics 


3/Thousands of workers in Guatemalan Social Security Institute (IGSS) 


4/Maximum rate on loans authorized by Central Bank 
5/Payments on external public debt 


Source: Bank of Guatemala; Ministry of Finance; IGSS; Embassy estimates 





SUMMARY 


The Guatemalan economy performed well in 1978 and through the first quarter 
of 1979, although it did not achieve the high levels of growth recorded dur- 
ing 1976 and 1977, when unprecedented coffee prices had a spectacular impact 
on the country's gross domestic product (GDP) and balance of payments. 

While Guatemala has diversified its exports considerably in the past 15 
years, coffee continues to be the critical determinant of national income, 
government revenue and foreign exchange earnings. Declining coffee prices 
in 1978 reduced the rate of real GDP growth to an estimated 5.2 percent, 
compared to an average 7.9 percent per annum over the previous two years. 
Moreover, the current prospect of further reduced coffee and sugar receipts, 
a possible slowdown in exports of manufactured goods to Central American 
markets, plus some slackening of the high level of domestic construction 
activity since the destructive 1976 earthquake, suggest real GDP growth for 


1979 of no higher than 4 percent, still above the 2.9 percent rate of popu- 
lation growth. 


In current year values the GDP reached $6.2 billion in 1978, which indicates 
per capita income of about $940, The actual distribution of wealth among 
the population of 6.7 million, however, continues to be very uneven, with a 
high concentration of income at the upper end. 


Guatemala's estimated trade deficit of $284 million in 1978 and total cur- 
rent account deficit of $223 million were more than off-set in the balance 
of payments by a net $300 million capital inflow. As a result, by year's 
end net foreign exchange reserves increased to a record $732 million, 
equivalent to more than six months of imports. The quetzal, which has been 
pegged to the US dollar at 1:1 since 1926, continues strong. Consumer in- 
flation was on the order of 10 percent in 1978, according to Government 
figures, and is expected to be at least that high in 1979 as a result of 
rapidly rising prices of imported petroleum, capital goods and raw materials. 


US economic and commercial interests in Guatemala continue to grow. The 
value of imported goods from the US last year increased by 5 percent to $425 
million (cif). The climate for foreign investment in Guatemala remains very 
favorable. With only a few exceptions, the industrial, commercial and agri- 
cultural sectors are open to foreign investors on a 100 percent equity basis. 
No exchange controls are in effect, nor are there restrictions on profit 
remittances, although a remittance tax of 11 percent is applied. The Gov- 
ernment's $1.9 billion Four-Year Development. Plan (1979-1982), announced 
recently by the new administration of President Romeo Lucas which took office 
last year, offers major trade and investment opportunities for US firms. 
Power and housing projects comprise nearly half of the Plan's proposed de- 
velopment expenditures. These and other projects will require substantial 
imported inputs. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Structure of the Economy 


Since the mid-1960's, Guatemala's economic growth rates generally have run 
above the Latin America average, only occasionally moving out of the 5 to 7 
percent per year range; the departures have almost always been related 

to developments in the world coffee market. In 1978, real GDP growth was 
5.2 percent, compared to 8.3 percent in 1977, when coffee prices reached an 
all-time high. 


Despite the industrial growth stimulated by the creation of the Central Ameri- 
can Common Market (CACM) in 1961, agriculture still accounts for more than 
one-fourth of Guatemala's GDP, about three-fifths of total employment, and 
over two-thirds of export value. During the period since 1960, industry has, 
on the average, grown somewhat faster than agriculture (7 vs. 5 percent per 
annum). 


Although the relative shares of agriculture, industry and services in Guate- 
mala's GDP have not changed markedly during this period, the diversification 
and deepening within these sectors has increased the share of products suita- 
ble for export. This has been true even for the services sector, where the 
development of the tourism industry has made an important contribution. Com- 
merce, the largest sector of all in the economy, grew by 5 percent in real 
terms in 1978 and represented 28 percent of total GDP, while agriculture in- 
creased by 3 percent (26 percent of GDP) and industry 7 percent (16 percent 
of GDP). 


Growth Prospects 


The overall growth rate in real GDP of 5.2 percent in 1978 is not likely to 
be matched in 1979. Government planners currently foresee no more than 4 
percent growth. Indeed, the Minister of Economy recently warned the populace 
of a prolonged period of lean years ("vacas flacas") in view of declining ex- 
port earnings and expanding imports. 


There are few production constraints to realizing sustained growth of 6 per- 
cent or more per year in the future. Present excess industrial capacity and 
the large scope for improvement in agricultural productivity would support 
fast growth. The attainment of this rate of growth, however, will depend 
upon more favorable demand trends in the domestic, Central American and 
world markets. With the decline in prices for coffee and some of Guatemala's 
other traditional exports, the Government is placing mofe attention on the 
expansion of the domestic market and the development of ‘non-traditional ex- 
ports. It plans to achieve these objectives by stimulating greater invest- 
ments in small-scale agriculture, related agro-industries and non-farm em- 
ployment alternatives in rural areas, thereby increasing the productivity, 
incomes and purchasing power of the bulk of the population. The expansion 
of the Central American market will depend, in large measure, upon the suc- 
cess of similar development strategies in the other member countries. 





Investment and Savings 


Fixed investment reached a level of 14.9 percent of GDP in real terms in 1978. 
Over the past decade investment generally has fluctuated between 12 and 15 
percent of GDP, with agricultural investment averaging only one-third to 
one-half that in industry. Government demand for goods and services tra- 
ditionally has been relatively small, averaging less than one-tenth that of 
the private sector. In 1978 Government demand was $437 million in current 
prices, compared to $4,697 million by the private sector (9.2 percent). 
Nonetheless, since 1970 the rate of growth of public sector investment in 
most years has equalled or exceeded that of private investment, as the Gov- 
ernment has stepped up its role in the economy beginning with the 1970-1975 
Development Plan. 


This trend was accentuated in 1976; following the earthquake, fixed public 
sector investment grew by nearly 60 percent in real terms as the Government 
took the lead in the reconstruction process. Public investment rose by an 
additional 17 percent in 1977, but in 1978 it decreased by 4 percent as the 
intensity of reconstruction activities tapered off and as delays in the im- 
plementation of Government projects arose during the election period and 
subsequent transition of administrations. The private sector, nonetheless, 
continued its upward pattern of fixed investment in 1978 with real growth 
estimated at 9.3 percent. 


Investment in the Guatemalan economy has been financed largely from domestic 
savings, which have averaged 12 percent of GDP during the past decade, com- 
pared to gross domestic investment which has averaged about 13 percent. Sav- 
ings from export agriculture have provided a substantial share of investment 
resources. 


Trade and International Payments 


The most important development in Guatemala's external performance over the 
past five years has been the large increase in foreign reserves because of 
major improvements in the country's balance of payments position. Between 
1974 and 1978, net international reserves grew from $183 million to $732 
million. 


Guatemala has generally kept its current account deficits quite low, while 
maintaining a positive net flow in its capital account. Despite marked 
changes in the growth rate of export earnings from year to year, the coun- 
try has been able to avoid serious balance of payments problems because 
import growth rates have followed very closely those of exports. Although 
the country has reduced its dependence on coffee exports, coffee remains 
by far the largest single export commodity and in 1978 represented 40 per- 
cent of total export earnings. 


Total Guatemalan exports declined by 7 percent in 1978 to $1,088 million, 
as coffee earnings fell to $433 million, compared to $542 million in 1977. 
Revenues from the next two most important export commodities declined as 
well: cotton from $155 million to $135 million, and sugar from $84 million 
to $45 million. 
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On the import side, sharp price increases in 1978 led by petroleum ($173 

million, compared to $139 million in 1977) boosted total imports 11 per- 

cent to $1,373 million. The resulting trade deficit of $284 million was 

nine times greater than the one incurred in 1977. With net transfers and 
service payments included, the estimated current account deficit reached 

$223 million--the highest ever--compared to $59 million in 1977. 


However, the current account deificit was more than offset in 1978 by an 
estimated net $300 million of capital inflow--mainly from long-term foreign 
assistance ($91 million), foreign direct investment ($100 million) and short- 
term commercial loans ($59 million). As a result, by the close of 1978 net 
foreign exchange reserves increased by $69 million to the aforementioned 
year-end record high of $732 million, equivalent to more than six months of 
imports. c 


A further decline in prospective coffee and sugar earnings in 1979 is ex- 
pected to be only partially offset by higher revenues from tourism ($110 
million in 1978) and firmer prices for other agricultural products such as 
cotton and meat. In addition, increased prices of imported petroleum, raw 
materials and capital goods are expected to widen further the trade deficit 
in 1979. Nonetheless, Guatemala's high credit rating in both its public 
and private sectors assures that foreign exchange reserves can be kept at a 
more than adequate level. 


Public external indebtedness was a relatively modest $312 million at the be- 
ginning of 1979, while the debt service ratio, projected at 2.3 percent for 
the year, is one of ‘the lowest in Latin America. 


Monetary Developments 


Guatemala's banking system consists of the central bank (Banco de Guatemala), 
one state-owned commercial bank and two development banks, and 13 private 
commercial banks, two of which opened last year. While the rapid growth of 
foreign exchange reserves in 1976 and 1977 was largely due to unprecedented 
export earnings, private capital flows were also a factor; because of domes- 
tic lending rates of up to 11 percent (about 13 percent including miscel- 
laneous charges), large investors borrowed abroad at lower rates. In 1978 
and so far in 1979, however, the Guatemalan monetary authorities did not 
raise the ceiling on domestic lending rates as international rates increased; 
local rates on deposits were raised slightly in late-1978 but are still below 
international limits. The reduced growth of deposits has therefore restricted 
the amount of loanable funds available. As a result of the Government-imposed 
limitations on both lending and deposit rates, plus reduced growth in the 
money supply because of the drop in coffee earnings, the banking system has 
been relatively illiquid for most of the past year. The expansion of credit 
generally has run close to the maximum legal limit. 


Guatemala's basic M-1 money supply (currency plus demand deposits) grew by 
9.5 percent in 1978, compared to 19 percent in 1977. Inflation, as meas- 
ured by the Government's estimate of the GDP deflator, was put at seven per- 
cent last year. The Government's consumer price index for 1978, however, 
indicated a 9.1 percent increase. As part of its efforts to curb inflation, 
the Government applies a series of price control regulations on some 65 basic 
consumer and industrial products, such as petroleum, cement, flour, animal 
feed and soft drinks. 





Public Finance 


Although its role was dramatically increased following the 1976 earthquake, 
‘the public sector in Guatemala is still among the smallest in Latin America, 
based on a comparison of revenue or expenditure to GDP. The low revenues 
can be attributed to two primary factors: First, the tax system captures 
only a small percent of national income; and second, the revenues generated 
by state enterprises are generally inadequate to cover their operating ex- 
penses and in few cases make contributions to capital investment. Central 
government tax revenues have generally remained between 8.5 and 9.5 percent 
of GDP for many years (10 percent in 1978). Over the past decade, roughly 
three-quarters of all central government revenues have come from indirect 
taxes, of which about two-thirds are domestic excise taxes and the remainder 
taxes on international trade. Direct taxes have never been particularly 
significant in Guatemala, fluctuating between 15 and 20 percent of total 
current revenues over the past decade (16 percent in 1978). Virtually all 
direct tax revenues are on income; taxes on property and inheritance have 
been neglible. 


In 1978 total central government revenue of $662 million was collected: $517 
million from indirect taxes; $104 million from direct taxes (including $73 
million from taxes on business income and $20 million from personal income) ; 
and $41 million from non-tax sources. 


Total central government expenditures in 1978 amounted to $799 million (com- 
pared to the budget estimate of $942 million), of which $438 million was 
current expenditure, $102 million public debt payments, and $259 million 
capital investments. In the latter category, more than half ($146 million) 
was for communications and public works projects. 


The resulting budget deficit of $136 million was more than covered by for- 
eign aid loans ($101 million), the sale of Government bonds to the financial 
system and the private sector ($74 million), and a cash carryover from the 
prior year's budget ($61 million). 


The central government's budget for 1979 projects revenue at $648 million 
and expenditures at $1.1 billion. Taking the current inflation rate into 
account, the 1979 budget in real terms represents reduced levels of both 
revenues and expenditures, compared to the 1978 proposed budget. Nearly 
half of the resulting deficit of $408 million is to be financed by conces- 
sionary foreign financing, with the remainder covered by internal financing 
and a cash carryover from the preceding year. The inflationary effect of 
the budget does not appear to be unduly high. 


Capital expenditures for 1979 are projected at $396 million, only two per- 
cent greater in current terms than in 1978. Nearly all of the proposed 
investments are for extensions of development projects initiated previously; 
the new Four-Year Development Plan of the Lucas administration is discussed 
on page 8. 


Central American Common Market 


The Central American Common Market (CACM), composed of Guatemala, El Salvador, 
Honduras, Nicaragua and Costa Rica, was established in 1961. Guatemala has 
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enjoyed a trade surplus with the other members since 1964, and in 1978 was 
the only CACM partner to maintain a positive balance (estimated by the Bank 
of Guatemala at $18 million) on its intra-regional commerce. 


The CACM is highly important to Guatemalan manufacturing, commercial and 
labor interests. Although most of its manufactured products are not yet 
competitive in overseas markets, Guatemala has been very successful in re- 
gional slaes under the umbrella of the CACM's common external tariff. 
Nearly all of Guatemala's exports of light industrial products are sold 
within the CACM (approximately $206 million in 1978), although the percent- 
age of industrial exports sold extra-regionally is rising steadily; while 
only 8 percent of Guatemalan industrial exports were to non-regional mar- 
kets in 1970, almost 16 percent ($40 million) were sold outside the CACM 
in 1978. Guatemala's principal intra-regional exports are: Manufactured 
materials (32 percent of Guatemala's regional exports in 1977), chemical 
products (22 percent), food products (16 percent) and machinery and trans- 
port materials (6 percent). Guatemala is a net intra-regional importer of 
animal and vegetable oils and fats, fuels and oils, and miscellaneous manu- 
factured articles. 


Despite the fact that they have also benefited greatly from the CACM, the 
other members with less favorable intra-regional trade balances than Guate- 
mala's have become increasingly dissatisfied and have sought ways to improve 
their positions. Costa Rica, in January 1979, proposed that the CACM exempt 
a number of products from the import surtax of 30 percent (over the normal 
external tariff) in order to ease the cost of the CACM on residents of the 
region. In late March, the Central American Ministers of Economy approved 
the Costa Rican petition on items not produced in the region, but voted to 
continue protection for regional "infant industries". 


The CACM partners also are making progress in negotiation of a new common ex- 
ternal tariff, scheduled to be promulgated in late-1979. The success of the 

tariff negotiations, along with intra-regional political considerations, will 
greatly influence the future debate on whether to renew the Treaty on Central 
American Integration which established the CACM and which expires in 1981. 


Political-Labor Factors 


In the past six months, Guatemala has experienced a rising level of politically- 
motivated violence, much of it apparently generated by right-wing elements, 
while sporadic actions of leftist terrorism also continue to take place. To 
date these acts, which have included the unsolved murders of a number of promi- 
nent political, labor and student leaders, have not had a noticeable impact on 
the economy, although the potential for economic effects is an ever-present 
threat. Of greater immediate concern to.most local businessmen is the turmoil 
in nearby Nicaragua and El Salvador and the potential implications which those 
siutations may eventually have for Guatemala. 


The advent of the new administration last July raised hopes for an improve- 

ment of labor-management relations, which had experienced increasing demands 
and unrest in the labor sector in the preceding months. The new Government's 
fulfillment of a campaign promise to increase the annual Christmas bonus re- 
quired to be paid by all employers (from the equivalent of two weeks of wages 
to four weeks) was one step in that direction. However, in the first week of 
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October a serious Guatemala City bus strike and subsequent rioting--initially 
led by students and later joined in by others--took place in connection with 
a proposed bus fare increase from 5 cents to 10 cents. 


The Government responded to the three days of rioting with moderation. Never- 
theless, the disturbances left some 30 dead and 300 injured. An attempt to 
set in motion a general strike failed, but soon after some trade union offi- 
cials began complaining of receiving anonymous threats. Since then a number 
of union leaders have been roughed up, killed or intimidated into leaving the 
country. Still others have adopted a lower profile while continuing to press 
forward on union demands. Many local businessmen expect to see increasing 
labor-management tensions in the months ahead, with further organizing attempts 
by the more militant unions and a hardening of negotiating positions as rank- 
and-file workers complain that wages and purchasing power have not kept up 
with the cost of living. 


Economic and Social Development 


In February of 1979 the Government published its 6,000-page Four-Year Devel- 
opment Plan (1979-1982), which sets out the Lucas administration's program 
objectives and long-range strategy for development. The Plan criticizes the 
country's past development model (coastal export crops, import substitution, 
industrialization concentrated in Guatemala City) and graphically details 
the plight of the country's poor majority. In addition, the Plan is frank 
in its assessment of the inequities which exist in income and land distribu- 
tion and is critical of the public sector's small size, tax structure and 
historical conservatism in dealing with development problems. 


The Four-Year Plan outlines a sweeping new development program based on the 
theme of "Rural Transformation", a concept which encompasses virtually all 
principal sectors in the economy---from agriculture to tourism. The Plan high- 
lights the need for agricultural diversification into higher value crops to 
increase rural incomes and expand the domestic market; proposes a greater 
emphasis on labor-intensive agriculture, construction and industrial produc- 
tion techniques; and calls for a major effort to develop technologies appro- 
priate to the Guatemalan environment. 


The new Development Plan details $1.9 billion of capital expenditures by the 
public sector during the four-year period and calls for $5.2 billion of pri- 
vate sector investments, which are to be stimulated, in part, through new 
Government incentive programs for the geographic decentralization of indus- 
try, export-oriented industries and other priorities. The following table 
summarizes the sectoral breakdown of proposed public investments: 
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Public Sector Investment (1979-1982) 
$ million Percent 
Social Sectors 616.3 
Housing and Urban Development 378.9 
Health and Social Assistance 120.0 
Labor and Welfare 1.4 
Education and Culture 116.0 
Basic Sectors 928.9 
Energy 626.3 
Transportation 215.7 


Communications 86.9 


Productive Sectors 370.8 


Agriculture 

Industry and Commerce 

Minerals and Petroleum ‘ 
Tourism 54. 


Other Bis 


TOTAL: 1,937 


Additional details on specific projects enumerated in the Plan (which is pub- 
lished in Spanish) can be obtained from this Embassy or by writing directly 
to: 

Lic. Ronaldo Porta Espana 

Secretario General 

Consejo Nacional de Planificaci6n Econémica 

Edificio Ministerio de Finanzas 

8a. Avenida y 21 Calle, Zona 1 

Guatemala City, Guatemala 


Energy 


In order to take advantage of the country's vast water resources, the previous 
administration initiated a massive hydroelectric power program which the Lucas 
Government is continuing. The energy sector is the largest single priority 

of the new Four-Year Development Plan with $626 million in programmed capital 
expenditures, representing almost one-third of the Plan's total budget. The 
primary emphasis is on hydroelectric projects. 


At the present time, two-thirds of the country's installed electricity ca- 

pacity of 350 MW is generated from thermal sources, with the remainder coming 
from hydro, but those proportions will be reversed within the next three years 
when two major new hydro plants come on stream: Aguacapa (90 MW) in 1980, and 
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Chixoy (230 MW) by 1982. Even more importantly, INDE, the Government-owned 
National Electrification Institute, has commenced studies for the construc- 
tion of Chulac (400 MW), which is scheduled to come on stream in the late- 
1980's at a total cost of more than $600 million. 


Perhaps the most significant medium-term economic initiative undertaken by 
the Government in 1978 was the decision to invite foreign oil companies to 
bid on selected blocks for petroleum exploration. Contracts were signed 
during the course of the year with Getty Oil, with a joint venture of Texaco 
and Amoco, and with Hispanoil. As geophysical work has begun only recently, 
it is still too early to predict the eventual success of these programs, 
which call for a total of $50 million in exploration expenditures, including 
drilling. Government sources have indicated that additional contracts may 
be negotiated later this year. In the meantime, Petromaya, a Luxembourg- 
controlled company which has located relatively small commercial reserves of 
high-sulfur oil during the past three years, is producing about 1,500 b/d of 
crude and selling it to the local cement industry and a power plant near 
Guatemala City for direct burning (Guatemala's total petroleum consumption 
is about 25,000 b/d). Petromaya also is continuing its intensive exploration 
program and is building a $30-million, 200-km. pipeline from the Rubelsanto 
area in the north near the Mexican border to Puerto Barrios on the Carribean. 
The pipeline capacity is 15,000 b/d and is due to come on stream by July of 
this year, but whether the Petromaya discoveries to date will be able to 
fill the pipeline is still uncertain. A second proposed pipeline project, 
which would involve the transfer of Alaskan crude oil to the eastern US via 
tankers and a trans-Guatemalan pipeline, is still under study. Guatemalan 
private interests are promoting this $600-million project in conjunction 
with a number of international engineering and pipeline construction interests. 


IMPLICATIONS FOR THE UNITED STATES 
Trade Opportunities 


Guatemala is now the US's ninth largest customer in Latin America. In Cen- 
tral America and the Caribbean, only the Dominican Republic purchases more 
from the United States. Guatemalan Government figures for 1978 show imports 
from the US up 5 percent from 1977 to $425 million (cif). Among the products 
showing the strongest gains were wheat, corn, animal feeds, fertilizers, 
pesticides (up 100 percent), polyester yarns and fabrics, paper and paper- 
board, steel plates and sheets (up 900 percent), steel prefab buildings, 
motor vehicles and engine parts, construction and mining machinery, compu- 
ters and peripherals, telecommunications equipment (up 200 percent) and 
electro medical, scientific and measuring and controlling instruments. On 
the consumer products side, clothing, furniture, household applicances, TV 
sets and stereo equipment registered significant increases. 


Meanwhile, Guatemala's exports to the US in 1978 were $322 million (fob), 
down 21 percent from 1977 because of reduced value of coffee shipments. The 
US thus ended the year with a $103 million surplus in its trade with Guate- 
mala. Figures for total Guatemalan imports, however, indicate a decrease in 
the US market share from 36 percent in 1976 to 33 percent in 1977 and to 31 
percent in 1978. The decline appears to be due to the increasing amounts for 
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imported petroleum and petroleum distillates and the failure of US firms 
to win significant contracts on the major hydroelectric projects now under 
construction. 


With slower economic growth forecast for 1979, coupled with even higher oil 
prices, only a small gain in the growth of non-oil imports is expected this 
year. The US should, however, be in a very good position to expand its 
share of the non-oil market because of the appreciation of the currencies 
of our two major overseas trade competitors in Guatemala, Japan and Germany 
(10 percent and 8 percent market shares in 1978, respectively). 


Of the total of $396 million to be spent in the central government's 1979 
capital budget, the largest single portion, $163 million, has been allocated 
to INDE, tthe Government-owned electricity authority, primarily to finance 
the two large on-going hydroelectric projects, Aguacapa and Chixoy. The 
upcoming 400 MW Chulac hydro plants, with an estimated cost of $600 million, 
will be the most expensive project ever undertaken in Guatemala and will 
offer outstanding opportunities for US engineering, construction and equip- 
ment firms. Chulac will require a massive rock-filled dam, a short power 
tunnel and a power house. First calls for prequalification for construction 
and the supply of electro-mechanical equipment are expected in mid-1979. 
INDE also is expected to begin drilling a series of deep wells in 1979 to 
determine the potential of commercial geothermal resources at a site in the 
western highlands. If the wells are successful, construction of a power 
plant can be expected to follow. Also planned by INDE is the construction 
of a transmission line to connect the electric networks of El Salvador and 
Guatemala, subject to the successful conclusion of a bilateral agreement. 


Other major projects due to get underway in 1979 are the construction of 
seven major urban hospitals financed by an IDB loan and a new network of 
deep interception sewers for Guatemala City. The construction of a bulk 
loading facility at Puerto Barrios on the Carribean is expected to get 
underway by late-1979 and the expansion of port facilities at nearby Santo 
Tomas de Castilla is also a near-term possibility. The Government's tele- 
communications company, GUATEL, is expected to be ready to continue its 
expansion of telephone capacity with further purchases of switching equip- 
ment by the end of the year. 


Although declining prices for coffee and sugar have slowed sales of many 
kinds of farm machinery, imports of US fertilizers and insecticides have 
grown substantially and should expand even further this year because of 
the price advantage of US products over their European and Japanese compe- 
titors. Also, if sugar prices should improve, sales of tractors and im- 
plements would be stimulated since cane growers are the principal buyers 
of agricultural equipment in Guatemala. 


The Guatemalan construction industry remains fairly strong, despite the 
cutback in reconstruction activities, and sales of US construction equip- 
ment and building materials should continue to expand in 1979. 


Another area of promise is health care equipment, which will benefit tre- 

mendously from the three major areas of Government hospital construction: 

small rural health posts; medium-size clinics and small hospitals in major 
towns; and the aforementioned large urban hospitals. 
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INTERFER, Guatemala's bienniel international trade fair, is scheduled for 
October 31-November 11 of this year in Guatemala City. INTERFER affords a 
good opportunity for US firms to exhibit their wares at the American Pavil- 
ion, make contacts with other fair exhibitors and see the numerous products 
on display throughout the fairgrounds. 


Procurement Policy 


Many sales opportunities in Guatemala involve public procurement. All Govern- 
ment purchases over $3,000 are acquired through public competitive bidding, 
unless the Government declares that a project is so urgent as to be an emer- 
gency. The period in which bids may be filed, however, is often quite limited, 
occasionally precluding participation from the US. Frequent contact with the 
Guatemalan market is therefore a requisite for doing business here. 


In addition, Government agencies often will not mail prequalification or bid 
documents overseas. Therefore, it is best to appoint a local representative, 
not only to obtain these documents, but also to prepare bids, which usually 
must be submitted in whole or in part on sheets of special official paper 
called "papel sellado". The sheets bear a Guatemalan seal and are available 
only in Guatemala. 


Investment 


Guatemala continues to be receptive to foreign investment. Foreign capital, 
except in a few cases, stands on the same footing as does domestic capital. 
Both practice and law support free enterprise. There are over 150 multi- 
national firms in Guatemala which have US equity participation. Of special 
interest to potential US investors is a draft law now before Congress which 
would liberalize and replace an existing law governing drawback operations. 
Assuming passage of the law, it would provide an incentive to the establish- 
ing of new export-oriented assembly or finishing operations in Guatemala. 


Also favoring US investment is the establishment of a new export processing 
zone at Santo Tomas de Castilla on the Atlantic coast. Firms taking space 

in the zone can avail themselves of even more liberal tax and other incen- 
tives than under the projected draw-back law. Designed to promote the de- 
centralization of industry away from Guatemala City, the new facility already 
has roads, utilities and a number of modular warehouses available for lease, 
and is within minutes of the Santo Tomas Castilla docks. 


Since 1962 an Investment Guaranty Agreement has been in effect between the 
US and Guatemala. The agreement provides for the establishment of a program 
for political risk insurance and development-oriented loans at commercial 
rates. The program is administered by the Overseas Private Investment 
Corporation (OPIC), a US Government corporation. ‘n contrast to other Cen- 
tral American states, Guatemala has taken a restrictive view of the invest- 
ment categories to be encouraged under the agreement, effectively limiting 
the scope to certain types of manufacturing projects. 
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